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Michael A. Arnold, PLLC

501 E. MARKET CERTIFIED PUBLIC ACCOUNTANT PHONE (361) 729-3545
P.O. BOX 1266 FAX (361) 790-9692

ROCKPORT, TEXAS 78381-1266

Independent Auditor's Report on Financial Statements

City Council

City of Aransas Pass, Texas
P.0O. Box 2000

Aransas Pass, Texas 78335

Members of the City Council:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of City of Aransas Pass, Texas as of
and for the year ended September 30, 2009, which collectively comprise the City's basic financial statements
as listed in the table of contents. These financial statements are the responsibility of City of Aransas Pass,
Texas's management. Our responsibility is to express opinions on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of City of Aransas Pass, Texas as of September 30, 2009, and the
respective changes in financial position and cash flows, where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 29,
2010, on our consideration of City of Aransas Pass, Texas's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.



The Management's Discussion and Analysis and the budgetary comparison information identified as Required
Supplementary Information in the table of contents are not a required part of the basic financial statements but
are supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and express no opinion on it.

Our audit was performed for the purpose of forming opinions on the financial statements which collectively
comprise the City of Aransas Pass, Texas's basic financial statements. The accompanying combining and
individual fund financial statements and supporting schedules listed in the table of contents are presented for
purposes of additional analysis and are not a required part of the basic financial statements. This information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole. The
introductory section and the statistical tables have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

Respectfully submitted,

DA P

Michael A. Arnold, PLLC

March 29, 2010
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the City of Aransas Pass’s financial performance provides
an overview of the City’s financial activities for the fiscal year ended September 30,
2009. Please read it in conjunction with the City’s financial statements, which begin on
page 15.

FINANCIAL HIGHLIGHTS
City’s Change in Net Assets — Governmental and Business-Type Activities

Total government-wide net assets decreased $195,804 as a result of this year’s
operations. Governmental activities decreased $92,956 with the balance of $102,848
resulting from business-type activities.

General Fund Performance
As a result of this year’s operations, the General fund reported a $46,210 increase to fund
balance.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net
Assets and the Statement of Activities (on pages 15 and 16) provide information about
the activities of the City as a whole and present a longer-term view of the City’s finances.
Fund finance statements start on page 42. For governmental activities, these statements
tell how these services were financed in the short term as well as what remains for future
spending. Fund financial statements also report the City’s operations in more detail than
the government-wide statements by providing information about the City’s most
significant funds. The remaining statements provide financial information about activities
for which the City acts solely as a trustee or agent for the benefit of those outside of the
government.

Reporting the City as a Whole
The Statement of Net Assets and the Statement of Activities

One of the central concerns in assessing any City’s finances is summarized in the
question, “Is the City as a whole better off or worse off as a result of the year’s
activities?” Our analysis addressing this question begins on page 6. The analysis
includes a condensed summary of the government-wide financial statements — The
Statement of Net Assets and the Statement of Activities, which present information about
the City in a way that facilitates answering this question. These statements are presented
much like the private-sector companies — including all assets and liabilities using the



accrual basis of accounting. All revenues and expenses for the current year are reported
without regard to when cash is received or paid.

These government-wide financial statements report both net assets and changes thereto.
Net assets are reported in the Statement of Net Assets. The City’s net assets, which is the
difference between assets and liabilities, is one indicator of the City’s financial well-
being or financial position at one point in time. Increases or decreases to net assets over a
period of time is an indication of whether its financial well-being is improving or
deteriorating. Of course, other non-financial considerations enter into the determination
of the City’s overall health, which would include such things as changes in the City’s
property tax base and the condition of its streets.

Changes to net assets are reported in the Statement of Activities, which divides all City
functions into two categories:

Governmental activities — Most of the City’s basic services are reported in this category,
which includes public safety (including police and fire), highways and streets, health and
welfare, culture and recreation and general administration. These activities are primarily
supported by sales and property taxes and franchise fees.

Business-type activities — Certain services that the City provides are paid for from fees
that are charged to customers. Water, wastewater, harbor rentals and the Aquatic Center,
are activities that are reported in this category.

Reporting the City’s Most Significant Funds
Fund Financial Statements

Our analysis of the City’s major funds commences on page 16. The fund financial
statements are presented on pages 42 through 58. These statements present detailed
information about the City’s more significant funds as opposed to the City as a whole.
Funds are established for various reasons — some are required by state law; others, by
bond covenants. Some funds are established by the City Council to assist in managing
money that is to be spent for particular purposes. For example, the Aquatic Center Fund
was established to demonstrate that money received for the operation of the Pool were
used for that purpose. The city has two categories of funds, which can be used for public
purpose — governmental and proprietary. Each category uses a different accounting
approach.

Governmental funds — Most of the City’s basic services are reported in governmental
funds. These funds focus on the flow of money into and out of the funds and the balance
left over at the end of the year that is available for future spending. Governmental funds
use a method of accounting called modified accrual. The purpose of this method is to
measure cash and other financial assets that can readily be converted to cash. This
approach provides a detailed short-term perspective of the City’s general government
operations and the basic services it provides. This view of the City’s operations provides



information that helps to determine the extent to which financial resources are available
to spend in the near future to finance City programs. The relationship between these
governmental fund financial statements and the governmental activities column shown in
the government-wide financial statements is shown in the form of a reconciliation
presented on the page following each governmental fund financial statement.

Proprietary funds- Services provided to either outside customers or to another unit of the
City, where a fee is charged, are generally reported in proprietary funds. Proprietary
funds are reported the same way that is used in the government-wide financial statements.
Matter of fact, the City’s enterprise funds (a component of proprietary funds) are
substantially the same as the business-type activities column of the government-wide
financial statements but provides more detail including cash flows. The other component
of proprietary funds is internal service funds.

THE CITY AS A WHOLE

The City’s Condensed Statement of Net Assets is presented in Table 1.

Table 1
Net Assets
(in Millions)
Governmental | Business type Total Primary
Activities Activities Government

2009 | 2008 | 2009 | 2008 2009 2008

Current and other assets 5.7 9.8 2.5 24 8.2 12.2
Capital Assets 22.0 19.2 6.8 7.0 28.8 26.2
Total Assets 27.7 29.0 9.3 9.4 37.0 38.4
Long-term debt outstanding 18.4 19.3 1.9 2.0 20.3 213
Other liabilities S 9 3 2 8 1.1
Total liabilities 18.9 20.2 2.2 2.2 211 22.4

Net assets:

Invested in capital assets,

Net of debt 3.8 2.2 4.9 5.0 8.7 7.2
Restricted 3.2 6.4 0.0 0.0 3.2 6.4
Unrestricted (deficit) 1.8 3 2.2 2.2 4.0 2.5

Total net assets 8.8 8.9 7.1 7.2 15.9 16.1

Net assets of the City’s governmental activities decreased $92,956.

The net assets of the City’s business-type activities decreased $102,848.




Table 2

Changes in Net Assets
(in Millions)
Governmental Business-type Total Primary
Activities Activities Government
2009 2008 2009 2008 2009 2008
Revenues
Program revenues:
Charges for services 2.2 1.9 4.1 4.0 6.3 5.9
Grants 0.3 0.1 0.2 0.3 0.3
General revenues:
Property taxes 2.9 3.0 2.9 3.0
Sales tax 23 2.2 23 2.2
Other taxes 0.6 0.6 0.6 0.6
Other general revenues 0.2 0.6 1 0.1 0.2 0.7
Total revenues 8.5 8.4 4.2 4.3 12.7 12.7
Program expenses
General government 1.2 1.0 1.2 1.0
Public safety 2.8 2.7 2.8 2.7
Public works 1.0 1.0 1.0 1.0
Sanitation 1.1 1.1 1.1 1.1
Health and Welfare 0.4 0.2 0.4 0.2
Tourism 0.2 0.1 0.2 0.1
Culture and recreation 1.2 0.6 1.2 0.6
Interest on long-term 9 - 1.0 9 1.0
debt
Water and Sewer 3.6 3.0 3.6 3.0
Harbor 0.2 0.2 0.2 0.2
Aquatic Center 0.3 0.4 0.3 0.4
Total expenses 8.8 7.7 4.1 3.6 12.9 11.3
Excess (deficiency)
Before special items
And transfers 0.3) 0.7 0.1 0.7 0.2) 1.4
Transfers 0.2 0.3 (.2) (.3) - -
Increase (decrease)
In net assets (0.1) 1.0 (.1) 0.4 0.2) 1.4

Total revenues generated from both governmental and business-type activities this year

amounted to $12.7 million.




Governmental Activities
Total revenues generated from governmental activities this year amounted to $8.5
million. Expenses came in at $8.8 million.

The cost of all governmental activities this year was $8.8 million. However, as shown on
the Statement of Activities on pages 14 and 15, the amount that our taxpayers ultimately
financed for these activities through taxes and other general revenues was $6.3 million.
$2.2 million to finance these programs was paid by those who directly benefited from
them, bond funds, construction funds and by other governments that subsidized certain
programs with grants.

Table 3 presents the cost of each of the City’s six largest programs as well as each
program’s net cost (total cost less revenues generated by the activities). The net cost
shows the financial burden that was placed on the City’s taxpayers by each of these
functions.

Table 3
Governmental Activities
(in Millions)
Total Cost of Services Net Cost of Services
2008 2008 2008 2008
Public Safety 2.8 2.7 2.2 2.1
General Government 1.2 1.0 1.0 0.8
Public Works 1.0 1.0 0.9 0.9
Sanitation 1.1 1.1 (.2) (.2)
Health and Welfare 0.4 0.2 2 2
Culture and Recreation 1.2 0.6 1.0 6
Total 7.7 6.6 5.1 4.4

Business-type Activities

Total revenues generated from business-type activities this year amounted to $4.2
million. Expenses came in at $4.1 million, leaving $0.1 million as an increase to net
assets before transfers. An additional net $0.2 million in transfers to business-type
activities was made, resulting in an all-inclusive decrease to net assets amounting to $0.1
million.

More details will be provided about governmental and business-type activities’
operations later in this discussion and analysis.




THE CITY’S FUNDS

As a result of this year’s operation, governmental funds (as reflected in the balance sheet
on page 16) reduced combined fund balance to $4.2 million, a decrease of $3.7 million
from last year. This was primarily due to the construction of the Civic Center and other

capital outlay which totaled 3.5 million.

Governmental Funds - A Detailed Discussion

Revenues and Transfers-In

The following table presents a summary of total governmental funds’ revenues for the
years ended September 30, 2009 and 2008.

Table 4
Revenues and Transfers-In
Revenues and 2009 % of 2008 Amount of %
Transfers- In Amount Total Amount Increase Increase
(Decrease) | (Decrease)
Taxes 5,773,894 68 5,763,768 10,126 1
Licenses & Permits 63,368 1 65,787 (2,419) (4)
Intergovernmental 290,681 4 93,322 197,359 211
Charges for services 1,557,015 18 1,319,462 237,553 18
Fines and Forfeitures 340,054 4 373,455 (33,401) 9)
Other 447,883 5 801,927 (354,094) (44)
Total 8,472,845 100 8,417,721 55,124
Taxes

Property Taxes

Property taxes decreased $81,144 over last year.

Other Taxes

This year’s reported franchise taxes as a whole increased $8,239 from the prior year.




Miscellaneous revenues totaling $447,883 largely consists of special assessments, rents

Miscellaneous

and royalties, interest and PILOT — Industrial Development District.

Table 5
Expenditures and Transfers-Out
Expenditures and 2009 Percent 2008 Percent
Transfers- Out Amount of Amount Change
Total
General government 1,178,893 9 1,022,225 15
Public safety 2,637,772 21 2,542,801 4
Public Works 728,658 6 747,534 (3)
Sanitation , Health
and Welfare 1,527,638 12 1,244,466 23
Recreation & Tourism 1,105,994 9 605,264 83
Capital Outlay 3,463,337 28 9,926,524 (65)
Debt Service:
Principal 983,071 8 1,038,071 (5)
Interest and Fiscal
Charges 890,164 7 1,015,354 (12)
Total 12,515,527 100 | 18,142,239 €19)
Fund Balance

Combined fund balance for all of the governmental fund types decreased $3,796,945,
from a balance of $7,967,004 in the prior year to $4,170,059 as of the current fiscal year
end.

General Fund
Revenues and transfers-in generated $5,659,631 and 720,392, respectively, aggregating
$6,380,023. Expenditures and transfers-out amounted to $6,188,632 and $237.601,
respectively, aggregating $6,426,233. The resulting effect on fund balance represented a
decrease of $46,210. The transfers out were primarily to the Aquatic Center Fund to
cover operating costs.

AP Municipal Development District Fund

The fund balance of the AP Municipal Development District Fund decreased from
$4,554,914 in the prior year to $1,408,834, a decrease of $3,146,080. The District is a

10



separate legal entity, but has been reported as a blended component unit in the financial
statements. The District provides financing services to the City.

Debt Service Fund

The fund balance of the debt service fund increased from $453,818 in the prior year to
$483,247, an increase of $29,429.

PROPRIETARY FUNDS
Enterprise Funds

The City’s enterprise operations consist of the Water and Sewer Fund, Harbor Fund, and
the Aquatic Center.

General Comments
Increases of the cost of water purchased from San Patricio Municipal Water District were
passed on to the customers attributing to the increased revenues. Revenues were up
largely due to this increase.

Consumption
Historical consumption and its percentage increase (decrease) from the previous year,
over the last three years, are presented in the following table:

Table 6
Consumption
% %
Fiscal Year 08-09 07-08 Increase/ 06-07 Increase/Dec
Decrease rease
Total
Consumption | 438,633,990 | 439,000,800 (1% 436,988,100 5%

Growth in Customer Base

The City of Aransas Pass has seen a growth in the customer base on the average of 1%
annually since 2005. Meter connections decreased slightly in 2009 due to the decrease at
the Navy Housing. This is illustrated in the table below:

Table 7
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Growth in Customer Base

% %
Fiscal Year 08-09 07-08 Increase/ 06-07 Increase/
Decrease Decrease
Total Meter
Connections 3,804 3,875 2% 3,774 3%
Utility System Fund

Operating revenues for the Water and Sewer Fund were $3,632,810, which is $4,501 less
than 2008. Expenses were $3,052,311, which is $151,528 more than 2008.

Harbor Fund
The Harbor Fund is funded with rental revenue. Revenues for the Harbor totaled
$160,237, which is $18,500 more than revenues for 2008. Expenses for the same period
were $389,666, a total of $105,719 more than 2008. The Harbor is undergoing various
clean up projects.
Aquatic Center
The Aquatic Center is funded with revenue from admissions, passes, rentals, instructional
classes and concessions. Revenues for the Aquatic Center totaled $323,373, which is

$88,900 more than revenues for 2008. Expenses for the same period were $476,724, a
total of $113,186 more than 2008.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets
At the end of the fiscal year, the City had $28,783,328 in capital assets.
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Table 8

Capital Assets at Year-end

(Net of Depreciation,)
Governmental Business-type Total Primary
Activities Activities Government
2009 2008 2009 2009 2009 2008
Land 7.5 7.5 3 7.8 7.8
Const in Prog. 3.7 4.0
Buildings and
improvements 10.0 4.1 5 5 10.5 4.6
Equipment 1.8 12 3 3 2.1 1.5
Infrastructure 2.7 2.8 5.7 54 8.4 82
Totals 22.0 19.3 6.8 6.8 28.8 26.1

The City began accounting for infrastructure for Governmental Activities in 2006 as
required by GASB 34. Prior to 2006, infrastructure for Governmental Activities was
expensed in accordance with the accounting rules in effect at that time.

Debt Administration

The City of Aransas Pass is authorized to issue bonds, for any purpose for which a city
may issue bonds under the constitution and laws of the State of Texas.

Type of Debt Issued

The types of debt the City has issued are revenue bonds, general obligation refunding
bonds, and combination tax and revenue certificates of obligation. At September 30,
2009, the City had no bonds of any type approved that had not been issued.

Bond Ratings
The City’s bond rating as of last issue from Standard and Poor’s was upgraded to A+.

Bonds Outstanding

At the end of the fiscal year, the City had $20.3 million in bonds outstanding — as shown
in Table 9.
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Table 9
Outstanding Debt at Year-end
(in Millions)

Governmental Business-type Total Primary
Activities Activities Government

2009 2008 2009 2008 | 2009 2008

General obligation bonds
(backed by the City) 18.4 19.3 1.9 2.0 20.3 21.3

Revenue bonds (backed by
specific tax and fee revenues
0.0 0.0 0.0 0.0 0.0 0.0

Totals 18.4 19.3 1.9 2.0 20.3 213

There were no bonds issued in fiscal 2009. In October, 2009, the City issued $465,000
of Tax Anticipation Notes.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

During the budget process for fiscal year 2009-10 the elected and appointed officials
considered many factors including the forces driving the economy in their budget
decisions, including the increased housing starts, increased development, and raw land
being turned into retail and housing.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to inform the citizens, taxpayers and customers of the
City of Aransas Pass as well as its investors and creditors about the City’s finances and to
provide accountability for the public support that it receives. If you have any questions
about the report or need additional financial information, contact the Finance Director’s
Office at the City of Aransas Pass, 600 E. Cleveland, Aransas Pass, Texas 78336.
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CITY OF ARANSAS PASS, TEXAS
STATEMENT OF NET ASSETS
SEPTEMBER 30, 2009

ASSETS:
Cash and Cash Equivalents

Receivables ( net of allowances for uncollectibles):

Property Taxes
Accounts
Occupancy Taxes
Sales Taxes
Assessments
Fines
Intergovernmental
Internal Balances
Inventories
Prepaid items
Restricted Assets:
Cash and Cash Equivalents
Sales Taxes Receivable
Unamortized Bond Costs
Capital Assets:
Land
Buildings
Water and Sewer System
Improvements other than Buildings
Furniture and Equipment
Infrastructure
Less Accumulated Depreciation
Total Assets

LIABILITIES:
Accounts Payable and Other Current Liabilities
Accrued Interest Payable
Customer Deposits
Liabilities Payable from Restricted Assets
Customer Deposits
Noncurrent Liabilities-
Due within one year
Due in more than one year
Total Liabilities

NET ASSETS
Invested in Capital Assets, Net of Related Debt
Restricted For:
Public Library
Debt Service
Tourism
Building Security
Emergency Services
Law Enforcement
Court Technology
Capital Outlay
Special Projects
Unrestricted
Total Net Assets

The accompanying notes are an integral part of this statement.

EXHIBIT A1

Governmental Business-type
Activities Activities Total
$ 2,197,489 $ 1,602,529 $ 3,800,018
371,782 -- 371,782
132,436 396,456 528,892
55,516 -- 55,516
123,885 - 123,885
380,569 - 380,569
179,135 - 179,135
15,072 - 15,072
387,560 (387,560) --
6,615 - 6,615
55,322 - 55,322
1,496,179 832,761 2,328,940
48,810 - 48,810
256,230 83,229 339,459
7,607,865 308,583 7,816,448
8,929,041 - 8,929,041
- 11,204,012 11,204,012
2,887,215 2,669,758 5,656,973
3,799,324 1,152,682 4,952,006
3,268,501 - 3,268,501
(4,380,689) (8,562,964) (12,943,653)
27,717,857 9,299,486 37,017,343
329,018 153,332 482,350
175,896 11,795 187,691
19,807 - 19,807
-- 167,903 167,903
1,142,071 117,000 1,259,071
17,272,195 1,774,303 19,046,498
18,938,987 2,224,333 21,163,320
3,754,958 4,892,071 8,647,029
68,045 -- 68,045
634,888 -- 634,888
216,406 - 216,406
51,304 - 51,304
65,757 -- 65,757
58,392 - 58,392
6,284 -- 6,284
602,005 - 602,005
1,501,199 -- 1,501,199
1,819,632 2,183,082 4,002,714
$ 8,778,870 $ 7,075,153 $ 15,854,023
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CITY OF ARANSAS PASS, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Program Revenues

Operating Capital
Charges for Grants and Grants and

Functions/Programs Expenses Services Contributions Contributions
Governmental Activities:
General Government $ 1,213,190 $ 189,852 $ - $ -
Public Safety 2,791,635 479,603 99,295 --
Public Works 975,070 23,118 - -
Sanitation 1,162,022 1,333,719 7,596 -
Health and Welfare 378,774 3,945 187,200 -
Culture and Recreation 1,194,849 148,694 13,655 -
Tourism 174,744 - - -
Interest and Fiscal Charges 916,780 -- -- -

Total Governmental Activities 8,807,064 2,178,931 307,746 -
Business-type Activities:
Water and Sewer 3,125,718 3,632,810 - 3,080
Harbor 389,666 160,237 -- -
Aguatic Center 476,724 323,373 - -
Total Business-type Activities 3,992,108 4,116,420 - 3,080
Total Primary Government $ 12,799,172 $ 6,295351 $ 307,746 $ 3,080

General Revenues:
Property Taxes
Sales Taxes

Franchise Taxes
Mixed Beverage Taxes
Occupancy Taxes
Interest Income
Insurance Proceeds
Royalties
Miscellaneous
Transfers
Total General Revenues
Change in Net Assets
Net Assets - Beginning
Net Assets - Ending

The accompanying notes are an integral part of this statement.
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EXHIBIT A-2

Net (Expense) Revenue and Changes in Net Assets

Governmental Business-type
Activities Activities Total
$ (1,023,338) $ (1,023,338)
(2,212,737) (2,212,737)
(951,952) (951,952)
179,293 179,293
(187,629) (187,629)
(1,032,500) (1,032,500)
(174,744) (174,744)
(916,780) (916,780)
(6,320,387) T (6.320387)
- $ 510,172 510,172
-- (229,429) (229,429)
-- ) (153,351) (153,351)
- 127,392 127,392
(6,320,387) 127,392 (6,192,995)
2,891,106 -- 2,891,106
2,326,056 -- 2,326,056
393,495 - 393,495
8,327 -- 8,327
173,469 - 173,469
60,477 15,497 75,974
22,701 - 22,701
85,867 -- 85,867
20,196 - 20,196
245,737 (245,737) -

6,227,431 (230,240) 5,997,191
(92,956) (102,848) (195,804)
8,871,826 7,178,001 16,049,827

$ 8,778,870 § 7,075,153 $ 15,854,023
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CITY OF ARANSAS PASS, TEXAS
BALANCE SHEET - GOVERNMENTAL FUNDS

SEPTEMBER 30, 2009

ASSETS

Cash and Cash Equivalents

Receivables ( net of allowances for uncollectibles):

Property Taxes
Accounts
Occupancy Taxes
Sales Taxes
Assessments
Intergovernmental
Due from Other Funds
Inventories
Restricted Assets:
Cash and Cash Equivalents
Sales Taxes Receivable
Total Assets

LIABILITIES AND FUND BALANCES:
Liabilities:
Accounts Payable
Due to Other Funds
Deferred Revenue
Total Liabilities

Fund Balances:

Reserved Fund Balances:
Reserved for Inventories
Reserved for Prepaid Expenses
Reserved for Debt Service
Reserved for Tourism
Reserved for Law Enforcement
Reserved for Special Projects
Reserved for Public Library
Reserved for Capital Outlay
Reserved for Emergency Services
Reserved for Court Technology
Reserved for Building Security

Unreserved, Undesignated

Total Fund Balance

Total Liabilities and Fund Balance

The accompanying notes are an integral part of this statement.

General
Fund

$ 1,065,920

223141
132,436

123,885
15,072
497,952
2,603

$__ 2103788

$ 289,546
1,680
223,141

514367

1,544,039

1589421

5__ 2103788
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AP Municipal
Development

1,495,174
48810
$__ 1543984

$ 24,758
110,392

135,150

-—
EN
o
&
®
o
H

1,408,834

$ 1,543,984



EXHIBIT A-3

Debt Capital Other Total
Service Improvements Governmental Governmental
Fund __Fund _ Funds Funds

$ 484,957 $ 124,985 $ 521,627 $ 2,197,489
148,641 - - 371,782

- - - 132,436

- - 55,616 55,516

- - - 123,885

- 380,569 - 380,569

- - - 15,072

1,290 - 390 499,632

- - 4,012 6,615

- - 1,005 1,496,179

- - - 48,810

$ 634,888 $ 505554 $ 595003 $ 5,383,307
$ - $ - $ 14,714 $ 329,018
- - - 112,072
148,641 380,569 - 752,351
148,641 380,569 34,521 1,213,248

- - 4,012 6,615

- - 12,543 55,322
486,247 - - 486,247

- - 216,406 216,406

- - 58,392 58,392

- - 76,504 1,485,338

- - 68,045 68,045

- - 1,325 1,325

- - 65,757 65,757

-- - 6,284 6,284

- - 51,304 51,304

- 124,985 - 1,669,024
486,247 124,985 560,572 4,170,059

$ 634,888 $ 505,554 $ 595,093 $ 5,383,307

19



This page is feft blank intentionally.



CITY OF ARANSAS PASS, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

SEPTEMBER 30, 2009

Total fund balances - governmental funds balance sheet

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not reported in the funds.

Property taxes receivable unavailable to pay for current period expenditures are deferred in the funds.
Payables for bond principal which are not due in the current period are not reported in the funds.
Payables for bond interest which are not due in the current period are not reported in the funds.

Payables for compensated absences which are not due in the current period are not reported in the funds.

Payables for contracts which are not due in the current period are not reported in the funds.

Court fines receivable unavailable to pay for current period expenditures are deferred in the funds.
OPERB obligation is not reported in the funds.

Assessments receivable unavailable to pay for current period expenditures are deferred in the funds.
Bond issue costs are reported on statement of net assets but not in funds.

Net assets of governmental activities - statement of net assets

The accompanying notes are an integral part of this statement.
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EXHIBIT A4

4,170,059

22,011,257
371,782
(18,183,446)
(175,896)
(146,967)
(72,853)
179,135
(11,000)
380,569
256,230

8,778,870



CITY OF ARANSAS PASS, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2009

Revenue;
Taxes:

General Property Taxes

Sales Taxes

Franchise Taxes

Occupancy Taxes

Mixed Beverage Taxes
License and Permits
Intergovernmental
Charges for Services
Fines and Forfeitures
Special Assessments
Interest
Rents and Royalties
PILOT - Industrial Development District
Other

Total revenues

Expenditures:
Current:
General Government
Public Safety
Public Works
Sanitation
Health and Welfare
Culture and Recreation
Tourism
Debt Service:
Principal
Interest and Fiscal Charges
Fiscal Agent's Fees
Capital Outlay
Total Expenditures
Excess (Deficiency) of Revenues
Over (Under) Expenditures

Other Financing Sources (Uses):
Operating Transfers In
Operating Transfers Out
Total Other Financing Sources (Uses)

Net Change in Fund Balances

Fund Balances - Beginning
Fund Balances - Ending

The accompanying notes are an integral part of this statement.

$

$
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General
Fund

1,536,822
1,697,381
393,495
8,327
63,368
17,991
1,337,929
323,685
16,105
185,795
136,206
42,527

5659631

1,173,838
2,447,686
728,658
1,162,022
170,681
396,459

6,071

103217
6,188,632

. (529,001)

720,392
(237,601)
482,791

(46,210)

1,635,631
_ 1.589.421

AP Municipal
Development
District

728,675

32,390

5,055

18,722

260,000
298,554
500
2,759,440

3,342,271

. {2,580,836)

{(565,244)

(565,244

(3,146,080)

4,554,914



EXHIBIT A-5

Debt Capital Other Total
Service Improvements Governmental Governmental
~_ Fund Fund Funds Funds
$ 1,335,725 $ - $ - $ 2,872,547
- - - 2,326,056
- -- - 393,495
- -- 173,469 173,469
- - - 8,327
- - - 63,368
- - 272,690 290,681
- - 219,086 1,557,015
- - 16,369 340,054
- 12,989 - 12,989
4,814 2,116 5,052 60,477
- - - 185,795
- - -- 136,206
- - 9,469 52,366
1,340,539 15105 696,135 8,472,845
-- - - 1,178,893
- - 190,086 2,637,772
- - - 728,658
- - - 1,162,022
- -- 194,935 365,616
-~ - 516,069 931,250
- - 174,744 174,744
717,000 -- - 983,071
590,640 -- - 889,194
470 - - 970
- o - 600,680 3,463,337
1,308,110 - 1,676,514 12,515,527
32,429 15,105 _(980,379)  (4,042,682)
- -- 542,190 1,262,582
-- - (214,000) (1,016,845)
T T 328,190 245,737
32,429 15,105 (652,189) (3,796,945)
453,818 109,880 1,212,761 7,967,004
$ 486,247 $ 124,985 $ 560,572 $ 4,170,059
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EXHIBIT A-6

CITY OF ARANSAS PASS, TEXAS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED SEPTEMBER 30, 2009

Net change in fund balances - total governmental funds $ (3,796,945)

Amounts reported for governmental activities in the statement of activities
("SOA") are different because:

Capital outlays are not reported as expenses in the SOA. 3,463,337
The depreciation of capital assets used in governmental activities is not reported in the funds. (653,146)
Certain property tax revenues are deferred in the funds. This is the change in these amounts this year. 8,620
Revenues in the SOA not providing current financial resources are not reported as revenues in the funds. 9,939
Repayment of bond principal is an expenditure in the funds but is not an expense in the SOA. 977,000
Repayment of loan principal is an expenditure in the funds but is not an expense in the SOA. 6,071
Bond issuance costs and similar items are amortized in the SOA but not in the funds. (17,268)
(Increase) decrease in accrued interest from beginning of period to end of period. 6,264
Compensated absences are reported as the amount earned in the SOA but as the amount paid in the funds. (47,183)
Certain assessment revenues are deferred in the funds. This is the change in these amounts this year. (7,456)
Revenues in the SOA for court fines not providing current financial resources are not reported in the funds. (15,577)
Change in OPEB obligation is reported in the SOA, but not reported in the funds. (11,000)
Amortization of deferred loss on defeasance are reported in the SOA but not in the funds. (15,612)
Change in net assets of governmental activities - statement of activities $ (92,956)

The accompanying notes are an integral part of this statement.
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CITY OF ARANSAS PASS, TEXAS
STATEMENT OF NET ASSETS

ENTERPRISE FUNDS

SEPTEMBER 30, 2009

ASSETS:
Current Assets:
Cash and Cash Equivalents
Receivables ( net of allowances for uncollectibles):
Accounts
Total Current Assets

Noncurrent Assets:
Restricted Cash and Cash Equivalents
Cash
Bond Issuance cost, net
Capital Assets:
Land
Improvements Other Than Buildings
Water System
Sewer System
Machinery and Equipment
Less Accumuiated Depreciation
Total Noncurrent Assets
Total Assets

LIABILITIES:
Current Liabilities:
Accounts payable
Due to other funds
Accrued interest payable
Compensated absences pay. - current
Certificates of Obligation Payable-current
Total Current Liabilities
Current Liabilities Payable from Restricted Assets-
Customer Deposits
Total Current Liabilities Payable
Noncurrent Liabilities:
Bonds and Certificates of Oblg. Payable
Compensated absences payable
Total Noncurrent Liabifities
Total Liabilities

NET ASSETS:
Investment in Capital Assets, Net of Related Debt
Unrestricted Net Assets

Total Net Assets

Enterprise
Fund
Water Nonmajor Total
and Sewer Enterprise Enterprise
Fund Funds Funds
1,574,306 $ 28,223 $ 1,602,529
388,285 8,171 396,456
1,962,591 36,394 1,998,985
832,761 - 832,761
83,229 - 83,229
308,583 -- 308,583
- 2,669,758 2,669,758
3,203,578 -- 3,203,578
8,000,434 -- 8,000,434
1,113,255 39,427 1,162,682
(6,341,622) (2,221,342) (8,562,964)
7,200,218 487,843 7,688,061
9,162,809 $ 524,237 $ 9,687,046
145,548 $ 7,784 $ 153,332
387,451 109 387,560
11,795 -- 11,795
2,000 - 2,000
115,000 -- 115,000
661,794 7,893 669,687
167,903 -- 167,903
1,765,000 - 1,765,000
9,303 -~ 9,303
1,774,303 -- 1,774,303
2,604,000 7,893 2,611,893
4,404,228 487,843 4,892,071
2,154,581 28,501 2,183,082
6,558,809 $ 516,344 $ 7,075,153

The accompanying notes are an integral part of this statement.
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CITY OF ARANSAS PASS, TEXAS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN FUND NET ASSETS - ENTERPRISE FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2009

Enterprise
Fund
T Water Nonmajor Total
and Sewer Enterprise Enterprise
Fund Funds Funds
OPERATING REVENUES:
Charges for services $ 3,632,810 $ 483,610 $ 4,116,420
Total Operating Revenues 3,632,810 483,610 4,116,420
OPERATING EXPENSES:
Personal services 664,725 205,648 870,373
Contractual services 482,042 131,453 613,495
Supplies 1,497,116 109,959 1,607,075
Maintenance 139,676 340,587 480,263
Cther - 8,788 8,788
Depreciation and Amortization 268,752 69,955 338,707
Total Operating Expenses 3,052,311 866,390 3,918,701
Operating Income 580,499 (382,780) 197,719
NON-OPERATING REVENUES (EXPENSES):
Intergovernmental revenue 3,080 - 3,080
Interest income 14,654 843 15,497
Interest expense (73,407) - (73,407)
Total Non-operating Revenues (Expenses) (55,673) 843 (54,830)
Income before Transfers 524,826 (381,937) 142,889
Operating transfers In 94,328 254,263 348,591
Operating transfers out (594,328) - (594,328)
Change in Net Assets 24,826 (127,674) (102,848)
Total Net Assets - Beginning 6,533,983 644,018 7,178,001
Total Net Assets - Ending $ 6,558,809 $ 516,344 $ 7,075,153

The accompanying notes are an integral part of this statement.
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EXHIBIT A-9

CITY OF ARANSAS PASS, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2009

Enterprise Funds
Water & Other
Sewer Fund Funds Totals

Cash Flows from Operating Activities:
Cash Received from Customers $ 3,678,451 $ 496,063 $ 4,174,514
Cash Received from Grants - -
Cash Receipts (Payments) for Operating

Transactions with Other Funds 33,015 (567,909) (24,894)
Cash Payments to Employees for Services (669,145) (209,104) (878,249)
Cash Payments to Other Suppliers for Goods and Services (2,014,886) (585,207) (2,600,093)

Net Cash Provided (Used) by Operating Activities 1,027,435 (356,157) 671,278
Cash Flows from Non-capital Financing Activities:

Operating Grants Received 3,080 - 3,080

Transfers From Other Funds 94,328 254,263 348,591

Transfers To Other Funds (594,328) - (594,328)
Net Cash Provided (Used) by Non-capital Financing Activities (496,920) 254,263 (242,657)
Cash Flows from Capital and Related Financing Activities:

Principal and Interest Paid (184,035) - (184,035)

Acquisition or Construction of Capital Assets (128,122) - (128,122)

Proceeds from Capital Grants - - -

Net Cash Provided (Used) for Capital & Related Financing Activities (312,157) - (312,157)
Cash Flows from Investing Activities:

Interest and Dividends on Investments 14,654 843 15,497
Net Cash Provided (Used) for Investing Activities 14,654 843 15,497
Net Increase (Decrease) in Cash and Cash Equivalents 233,012 (101,051) 131,961
Cash and Cash Equivalents at Beginning of Year 2,174,055 129,274 2,303,329
Cash and Cash Equivalents at End of Year $ 2,407,067 $ 28,223 $§ 2,435,290

Reconciliation of Operating Income to Net Cash
Provided by Operating Activities:
Operating Income (Loss) $ 580,499 $ (382,780) $ 197,719
Adjustments to Reconcile Operating Income to Net Cash
Provided by Operating Activities

Depreciation and Amortization 268,752 69,955 338,707
Change in Assets and Liabilities:
Decrease (increase) in Receivables 36,544 12,453 48,997
Increase (Decrease) in Accounts Payable 103,948 5,580 109,528
Increase (Decrease) in Interfund Payables 33,015 (57,909) (24,894)
Increase (Decrease) in Accrued Expenses (4,420) (3,456) (7,876)
Increase (Decrease) in Customer Deposits 9,097 - 9,097
Total Adjustments 446,936 26,623 473,559
Net Cash Provided (Used) by Operating Activities $ 1,027435 $  (356,157)$ 671,278

The accompanying notes are an integral part of this statement.
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CITY OF ARANSAS PASS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

A

umm f Significant Accounting Polici

The combined financial statements of City of Aransas Pass, Texas (the "City") have been prepared in conformity with
accounting principles applicable to governmental units which are generally accepted in the United States of
America. The Governmental Accounting Standards Board ("GASB") is the accepted standard setting body for
establishing governmental accounting and financial reporting principles.

The City of Aransas Pass, Texas was incorporated under the General Laws of the State of Texas on April 5, 1910,
with said Charter having been amended (Home Rule City Act) on November 27, 1951. The City operates under a
home rule charter with a Council-Manager form of government and provides the following services as authorized by
its charter: public safety (police and fire), streets, sanitation, health and parks and recreation, planning and social
services, cuitural-recreation, public improvements, planning and zoning, and general administrative services.

1.

Reporting Entity

The City's basic financial statements include the accounts of all its operations. The City evaluated whether any
other entity should be included in these financial statements. The criteria for including organizations as
component units within the City's reporting entity, as set forth in GASB Statement No. 14, "The Financial
Reporting Entity,"” include whether:

- the organization is legally separate (can sue and be sued in its name)

the City holds the corporate powers of the organization

- the City appoints a voting majority of the organization's board

the City is able to impose its will on the organization

the organization has the potential to impose a financial benefit/burden on the City

there is fiscal dependency by the organization on the City

the exclusion of the organization would result in misleading or incomplete financial statements

The City also evaluated each legally separate, tax-exempt organization whose resources are used principally to
provide support to the City to determine if its omission from the reporting entity would result in financial
statements which are misleading or incomplete. GASB Statement No. 14 requires inclusion of such an
organization as a component unit when: 1) The economic resources received or held by the organization are
entirely or almost entirely for the direct benefit of the City, its component units or its constituents; and 2) The City
or its component units is entitled to, or has the ability to otherwise access, a majority of the economic resources
received or held by the organization; and 3) Such economic resources are significant to the City.

Blended Component Units

Blended component units provide services exclusively or aimost exclusively for the City, and/or their Board of
Directors are substantially the same as the City Council. The following blended component units are reported:

Aransas Pass Municipal Development District

The Aransas Pass Municipal Development District (the District) was created pursuant to the provisions of Chapter
377 of the Texas Local Government Code by a general election on May 2, 1998. A 1/2 cent sales tax was
approved by the voters to fund the District's development projects. The City Council appoints all of the District's
board members and can remove them at will. Since the City appoints the board of directors, the District provides
services to the exclusive benenfit of the City, and makes debt service payments for the City, it has been reported
as a blended component unit in a special revenue fund. The District issues separate financial statements which
are available upon request.

Aransas Pass Civic Center
The Aransas Pass Civic Center was constructed from certificates of obligation issued in 2007 and from funds of

the Aransas Pass Municipal Development District. The City contracted with Venu Works of Aransas Pass, LLC to
manage the Civic Center. Venu Works handles all operations of the Civic Center independent of the
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CITY OF ARANSAS PASS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

City. The Civic Center is subsidized by the Aransas Pass Municipal Development District. Due to the
financial interdependency of the Aransas Pass Civic Center, it is a blended component unit reported as a special
revenue fund. The Civic Center does not issue separate financial statements.

Aran P rim ntrol and Prevention Di

In May 2009, the voters approved the creation of the Aransas Pass Crime Control and Prevention District which
will be funded by a 1/2 cent sales tax. Board Members are appointed by the City Council. Although the District
is legally separate from the City, the District will be reported as if it were part of the primary government because
it is a financing mechanism for the City to provide public safety to the citizens of the City. The sales tax did not
go into effect until October, 2009, accordingly there are no transactions to report in these financial statements.

Discretely Presented Component Units

There are no component units which require discrete presentation.
2. Basis of Presentation, Basis of Accounting
a. Basis of Presentation

Government-wide Statements: The statement of net assets and the statement of activities include the
financial activities of the overall government. Eliminations have been made to minimize the
double-counting of internal activities. These statements distinguish between the governmental and
business-type activites of the City. Governmental activities generally are financed through taxes,
intergovernmental revenues, and other nonexchange transactions. Business-type activities are financed in
whole or in part by fees charged to external parties.

The statement of activities presents a comparison between direct expenses and program revenues for the
different business-type activities of the City and for each function of the City's governmental activities.
Direct expenses are those that are specifically associated with a program or function and, therefore, are
clearly identifiable to a particular function. The City does not allocate indirect expenses in the statement
of activities. Program revenues include (a) fees, fines, and charges paid by the recipients of goods or
services offered by the programs and (b) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular program. Revenues that are not classified as program
revenues, including all taxes, are presented as general revenues.

Fund Financial Statements: The fund financial statements provide information about the City's funds,
with separate statements presented for each fund category. The emphasis of fund financial statements is
on major governmental and enterprise funds, each displayed in a separate column. All remaining
governmental and enterprise funds are aggregated and reported as nonmajor funds.

Proprietary fund operating revenues, such as charges for services, result from exchange transactions
associated with the principal activity of the fund. Exchange transactions are those in which each party receives
and gives up essentially equal values. Nonoperating revenues, such as subsidies and investment earnings,
result from nonexchange transactions or ancillary activities.

The City reports the following major governmental funds:

General Fund. This is the City's primary operating fund. it accounts for all financial resources of the
City except those required to be accounted for in another fund.

Aransas Pass Municipal Development Fund. This fund accounts for revenues and expenditures of the
Aransas Pass Municipa! Development District which is described above.

Debt Service Fund. This fund accounts for the resources accumulated and payments made for the principal
and interest on long-term general obligation debt of the City.
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CITY OF ARANSAS PASS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Capital Improvements Fund. This fund is used to account for the acquisition and construction of major
capital facilities other than those financed by proprietary funds.

The City reports the following major enterprise funds:
Water and Sewer Fund. This fund accounts for the operations of the City's water and sewer system.
Measurement Focus, Basis of Accounting

Government-wide and Proprietary Fund Financial Statements: These financial statements are reported
using the economic resources measurement focus. The government-wide and proprietary fund financial
statements are reported using the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred, regardless of when the related cash flows take
place. Nonexchange transactions, in which the City gives (or receives) value without directly receiving (or
giving) equal value in exchange, include property taxes, grants, entittements, and donations. On an
accrual basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied.
Revenue from grants, entitements, and donations is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

Governmental Fund Financial Statements: Governmental funds are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues
are recognized when measurable and available. The City considers all revenues reported in the
governmental funds to be available if the revenues are collected within sixty days after year-end.
Revenues from local sources consist primarily of property taxes. Property tax revenues and revenues
received from the State are recognized under the susceptible-to-accrual concept. Miscellaneous
revenues are recorded as revenue when received in cash because they are generally not measurable until
actually received. Investment earnings are recorded as earned, since they are both measurable and
available. Expenditures are recorded when the related fund liability is incurred, except for principal and
interest on general long-term debt, claims and judgments, and compensated absences, which are
recognized as expenditures to the extent they have matured. General capital asset acquisitions are
reported as expenditures in governmental funds. Proceeds of general long-term debt and acquisitions
under capital leases are reported as other financing sources.

When the City incurs an expenditure or expense for which both restricted and unrestricted resources may
be used, it is the City's policy to use restricted resources first, then unrestricted resources.

Under GASB Statement No. 20, "Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting," all proprietary funds will continue to
follow Financial Accounting Standards Board ("FASB") standards issued on or before November 30, 1989.
However, from that date forward, proprietary funds will have the option of either 1) choosing not to apply
future FASB standards (including amendments of earlier pronouncements), or 2) continuing to follow new
FASB pronouncements unless they conflict with GASB guidance. The City has chosen not to apply future
FASB standards.

3.  Financial Statement Amounts

a.

Cash and Cash Equivalents

For purposes of the statement of cash flows, highly liquid investments are considered to be cash equivalents if they
have a maturity of three months or less when purchased.

Property Taxes

Property taxes are levied by October 1 on the assessed value listed as of the prior January 1 for all real
and business personal property in conformity with Subtitle E, Texas Property Tax Code. Taxes are due on
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CITY OF ARANSAS PASS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

receipt of the tax bill and are delinquent if not paid before February 1 of the year following the year in
which imposed. On January 1 of each year, a tax lien attaches to property to secure the payment of all
taxes, penalties, and interest ultimately imposed. Property tax revenues are considered available
(1) when they become due or past due and receivable within the current period and (2) when they are
expected to be collected during a 60-day period after the close of the fiscal year.

Allowances for uncollectible tax receivables within the General and Debt Service Funds are based upon
historical experience in collecting property taxes. Uncollectible personal property taxes are periodically
reviewed and written off, but the City is prohibited from writing off real property taxes without specific
statutory authority from the Texas Legislature.

C. Inventories and Prepaid Items

The City records purchases of supplies as expenditures, utilizing the purchase method of
accounting for inventory.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid
items.

d. Capital Assets
Purchased or constructed capital assets are reported at cost or estimated historical cost. Donated fixed assets
are recorded at their estimated fair value at the date of the donation. The cost of normal maintenance and repairs
that do not add to the value of the asset or materially extend assets' lives are not capitalized. A capitalization
threshold of $3,000 is used.

Capital assets are being depreciated using the straight-line method over the following estimated useful lives:

Estimated
Asset Class Useful Lives
Infrastructure 30
Buildings 30-40
Other Improvements 20-25
Machinery and Equipment 5-10
Water and Sewer System 30-50

e. Receivable and Payable Balances
The City believes that sufficient detail of receivable and payable balances is provided in the financial
statements to avoid the obscuring of significant components by aggregation. Therefore, no disclosure is provided
which disaggregates those balances.
There are no significant receivables which are not scheduled for collection within one year of year end.

f. Compensated Absences
The City allows employees to accumulate earned, but unused vacation which will be paid to employees
upon separation from the City's service. This liability is accrued when incurred in the government-wide
and proprietary fund financial statements.

g. Interfund Activity
Interfund activity results from loans, services provided, reimbursements or transfers between funds. Loans are

reported as interfund receivables and payables as appropriate and are subject to elimination upon consolidation.
Services provided, deemed to be at market or near market rates, are treated as revenues and expenditures or
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expenses. Reimbursements occur when one fund incurs a cost, charges the appropriate benefiting fund and
reduces its related cost as a reimbursement. All other interfund transactions are treated as transfers. Transfers In
and Transfers Out are netted and presented as a single "Transfers” line on the government-wide statement of
activities. Similarly, interfund receivables and payables are netted and presented as a single "Internal Balances"”
line of the government-wide statement of net assets.

h. Use of Estimates
The preparation of financial statements in conformity with GAAP requires the use of management's estimates.
i Accounting Chan

Two statements for the Governmental Accounting Standards Board (GASB) were effective for the City in
the fiscal year ending September 30, 2009.

GASB Statement 45 "Accounting and Financial Reporting by Employers for Postemployment Benefits
Other Than Pensions: requires an actuarial valuation of a government's postempioyment benefits so that
the expense of these benefits is recorded over an employee's working career rather than when the benefits
are paid long after an employee retires. For most entities, including the City, the actuarial required
contribution in compliance with GASB Statement 45 represents a substantial increase over the
pay-as-you-go amount previously recorded in the financial statements. See Note K for information on
the City's implementation of this standard.

GASB Statement 50 "Pension Disclosures" is a disclosure standard and its requirements are reflected in Note J.
4.  Budgetary Data

The following procedures are followed in establishing the budgetary data reflected in the basic financial
statements:

a. Prior to the beginning of the fiscal year, the City prepares a budget for the next succeeding fiscal
year. The operating budget includes proposed expenditures and the means of financing them.

b. A meeting of the City Council is then called for the purpose of adopting the proposed budget. At least ten
days' public notice of the meeting must have been given.

c. Prior to the start of the fiscal year, the budget is legally enacted through passage of a resolution by the
City Council.

Once a budget is approved, it can be amended only by approval of a majority of the members of the City
Council. As required by law, such amendments are made before the fact, are reflected in the official minutes of
the City Council and are not made after fiscal year end. During the year, the budget was amended as needed.
All budget appropriations lapse at year end.

The City Manager is authorized to transfer budget amounts between departments within any fund; however, any
revisions that alter total appropriations must be approved by the City Council. Therefore, the level of budgetary
responsibility is by total appropriations. For report purposes, this level has been extended to a functional basis
(i.e. General Government, Public Safety, etc.).

The following funds have legally adopted budgets: General Fund, Citizens Collection Fund, Hotel/Motel
Occupancy Tax Fund, Municipal Court Technology Fund, Building Security Fund and Enhanced 911 Fund.

Unused appropriations for all of the above annually budgeted funds lapse at the end of the year.

Formal budgets are not adopted in the Capital Projects Funds. Effective budgetary control in these funds is
achieved through individual project budgeting in conformance with the provisions of bond orders, grant awards
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B.

and other sources.
5.  Encumbrance Accounting

Encumbrance accounting, under which purchase orders, contracts and other commitments for the expenditure of monies
are recorded in order to reserve that portion of the applicable appropriation, is not employed by the City.

mplian nd A ntabili
1. Finance-Related Legal and Contractual Provisions

In accordance with GASB Statement No. 38, "Certain Financial Statement Note Disclosures," violations of finance-
related legal and contractual provisions, if any, are reported below, along with actions taken to address such violations:

Violation Action Taken
None reported Not applicable

2.  Deficit Fund Balance or Fund Net Assets of Individual Funds
None

Deposits and Investments

The City's funds are required to be deposited and invested under the terms of a depository contract. The depository
bank deposits for safekeeping and trust with the City's agent bank approved pledged securities in an amount sufficient
to protect City funds on a day-to-day basis during the period of the contract. The pledge of approved securities is
waived only to the extent of the depository bank's dollar amount of Federal Deposit Insurance Corporation (“FDIC")
insurance.

At September 30, 2009, the carrying amount of the City's deposits (cash, certificates of deposit, and interest-bearing
savings accounts included in temporary investments) was $721,512 and the bank balance was $765,002. The City's
cash deposits at September 30, 2009 and during the year ended September 30, 2009, were entirely covered by FDIC
insurance or by pledged collateral held by the City's agent bank in the City's name.

Investments:

The City is required by Government Code Chapter 2256, The Public Funds Investment Act, to adopt, implement, and
publicize an investment policy. That policy must be written; primarily emphasize safety of principal and liquidity;
address investment diversification, yield, and maturity and the quality and capability of investment management; and
include a list of the types of authorized investments in which the investing entity's funds may be invested; and the
maximum allowable stated maturity of any individual investment owned by the entity.

The Public Funds Investment Act ("Act”) requires an annual audit of investment practices. Audit procedures in this
area conducted as a part of the audit of the general purpose financial statements disclosed that in the areas of
investment practices, management reports and establishment of appropriate policies, the City adhered to the
requirements of the Act. Additionally, investment practices of the City were in accordance with local policies.

The Act determines the types of investments which are allowable for the City. These include, with certain restrictions,
(1) obligations of the U.S. Treasury, certain U.S. agencies, and the State of Texas, (2) certificates of deposit, (3)
certain municipal securities, (4) money market savings accounts, (5) repurchase agreements, (6) bankers acceptances,
(7) mutual funds, (8) investment pools, (9) guaranteed investment contracts, and (10) common trust funds.
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Investment or Investment T Maturity Fair Value
TexPool 1 Day 3 5,407,446
Total Investments $ 5,407 446

Analysis of Specific Deposit and Investment Risks:

GASB Statement No. 40 requires a determination as to whether the City was exposed to the following specific
investment risks at year end and if so, the reporting of certain related disclosures:

a. Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The ratings
of securities by nationally recognized rating agencies are designed to give an indication of credit
risk. The City's investment policy seeks to minimize credit risk by limiting the types and term of investments.
The policy allows for investments in Public Fund Investment Pools described below which must have an AAA or
AAAmM rating.

At September 30, 2009, the City's investments, other than those which are obligations of or guaranteed by the U.
S. Government, are rated as to credit quality as foliows:

Investment Rating Rating Agency
TexPool AAAM Standard and Poor's

b.  Custodial Credit Risk

Deposits are exposed to custodial credit risk if they are not covered by depository insurance and the deposits are
uncollateralized, collateralized with securities held by the pledging financial institution, or collateralized with
securities held by the pledging financial institution's trust department or agent but not in the City's name.

Investment securities are exposed to custodial credit risk if the securities are uninsured, are not registered in the
name of the government, and are held by either the counterparty or the counterparty's trust department or agent
but not in the City's name.

At year end, the City was not exposed to custodial credit risk.

c.  Concentration of Credit Risk

This risk is the risk of loss attributed to the magnitude of a government's investment in a single issuer. At year
end, the City was not exposed to concentration of credit risk.

d. Interest Rate Risk

In accordance with its investment policy, the City manages its exposure to declines in fair values by limiting its
investments to TexPool.

e.  Foreign Currency Risk

This is the risk that exchange rates will adversely affect the fair value of an investment. At year end, the City
was not exposed to foreign currency risk.

Investment Accounting Policy

The City's general policy is to report money market investments and short-term participating interest-earning
investment contracts at amortized cost and to report nonparticipating interest-earning investment contracts using a
cost-based measure. However, if the fair value of an investment is significantly affected by the impairment of the
credit standing of the issuer or by other factors, it is reported at fair value. All other investments are reported at fair
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value unless a legal contract exists which guarantees a higher value. The term "short-term" refers to investments
which have a remaining term of one year or less at time of purchase. The term "nonparticipating" means that the
investment's value does not vary with market interest rate changes. Nonnegotiable certificates of deposit are exampies
of nonparticipating interest-earning investment contracts.

Public Funds Investment Pools

Public funds investment pools in Texas ("Pools") are established under the authority of the Interiocal Cooperation Act,
Chapter 79 of the Texas Government Code, and are subject to the provisions of the Public Funds Investment Act (the
"Act”), Chapter 2256 of the Texas Government Code. In addition to other provisions of the Act designed to promote
liquidity and safety of principal, the Act requires Pools to: 1) have an advisory board composed of participants in the
pool and other persons who do not have a business relationship with the pool and are qualified to advise the pool; 2)
maintain a continuous rating of no lower than AAA or AAA-m or an equivalent rating by at least one nationally
recognized rating service; and 3) maintain the market value of its underlying investment portfolio within one half of
one percent of the value of its shares.

The City's investments in Pools are reported at an amount determined by the fair value per share of the pool's
underlying portfolio, unless the pool is 2a7-like, in which case they are reported at share value. A 2a7-like pool is
one which is not registered with the Securities and Exchange Commission ("SEC") as an investment company, but
nevertheless has a policy that it will, and does, operate in a manner consistent with the SEC's Rule 2a7 of the
Investment Company Act of 1940.

Capital Assets

Capital asset activity for the year ended September 30, 2009, was as follows:

Beginning Ending
Balances Increases Decreases Balances
Governmental activities:
Capital assets not being depreciated:
Land $ 7,507,865 $ $ $ 7,507,865

Construction in progress 3,662,411 - 3,662,411 -

Total capital assets not being depreciated 11,170,276 - 3,662,411 7,507,865
Capital assets being depreciated:
Buildings 3,338,821 5,590,220 - 8,929,041
Improvements other than buildings 2,310,683 576,532 - 2,887,215
Machinery and Equipment 2,889,850 909,474 - 3,799,324
Infrastructure 3,218,979 49,522 - 3,268,501
Total capital assets being depreciated 11,758,333 7,125,748 - 18,884,081
Less accumulated depreciation for:
Buildings (909,354) (161,160) - (1,070,514)
Improvements other than buildings (628,843) (101,387) - (730,230)
Machinery and Equipment (1,728,919) (282,474) - (2,011,393)
Infrastructure (460,427) (108,125) - (568,552)
Total accumulated depreciation (3,727,543) (653,146) -~ (4,380,689)
Total capital assets being depreciated, net 8,030,790 6,472,602 - 14,503,392
Governmental activities capital assets, net $ 19,201,066 $ 6,472,602 $ 3,662,411 $ 22,011,257
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Beginning Ending
Balances increases Decreases Balances
Business-type activities:
Capital assets not being depreciated:
Land $ 308,583 $ - $ - $ 308,583
Construction in progress 346,047 -- 348,047 --
Total capital assets not being depreciated 654,630 - 346,047 308,583
Capital assets being depreciated:
Improvements other than buildings 2,669,758 - - 2,669,758
Water and sewer system 10,803,728 393,965 - 11,197,693
Machinery and equipment 1,078,797 73,885 - 1,152,682
Total capital assets being depreciated 14,552,283 467,850 - 15,020,133
Less accumulated depreciation for:
Improvements other than buildings (2,119,987) (66,744) - (2,186,731)
Water and sewer system (5,364,185) (212,741) - (5,576,926)
Machinery and equipment (745,898) (53,409) -- (799,307)
Total accumulated depreciation (8,230,070) (332,894) - (8,562,964)
Total capital assets being depreciated, net 6,322,213 134,956 - 6,457,169
Business-type activities capital assets, net $ 6,976,843 $ 134,956 $ 346,047 $ 6,765,752
Depreciation was charged to functions as follows:
Governmental Activities:
General Government $ 11,500
Public Safety 139,708
Culture and Recrea